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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.1

A. MyMy name isMy name is DaMy name is David E. Peterson. My business address is 6837 Guilford Road,2

Clarksville, Maryland 21029-1632.3

4

Q. AREARE YOU THARE YOU THE SAMARE YOU THE SAME DAVID E. PETERSON THAT FILED DIRECT5

TESTESTITESTIMONYTESTIMONY EARLIER IN THIS PROCEEDING ON BEHALF OF THE6

RATEPAYER ADVOCATE?7

A. Yes, I am.8

9

Q. WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?1 0

A. TheThe purposeThe purpose of my testimony at this time is to briefly respond toThe purpose of my testimony at this time is to briefly respond to the comments made1 1

byby the Joint Petitioners in theirby the Joint Petitioners in their rebuttalby the Joint Petitioners in their rebuttal testimonies regarding my Direct Testimony.1 2

Specifically,Specifically, I amSpecifically, I am responding to the rebuttal testimonies ofSpecifically, I am responding to the rebuttal testimonies of Thomas S. Shaw, J. Mack1 3

Wathen,Wathen, and Derek W. HasBrouck  relating to the issues of positive benefitsWathen, and Derek W. HasBrouck  relating to the issues of positive benefits and no1 4

harm,  merger savings and costs, and service quality guarantees.1 5

1 6

Q. BEFOREBEFORE YOU RESPOND TO SPECIFICBEFORE YOU RESPOND TO SPECIFIC COMMENTS THATBEFORE YOU RESPOND TO SPECIFIC COMMENTS THAT HAVE BEEN1 7

MADE,MADE, DID YOUR REVIEW OF THE JOINTMADE, DID YOUR REVIEW OF THE JOINT PETITIONERS �  REBUTTAL1 8

TESTIMONIESTESTIMONIES TESTIMONIES CAUSE YOU TO CHANGE YOTESTIMONIES CAUSE YOU TO CHANGE YOUR GENERATESTIMONIES CAUSE YOU TO CHANGE YOUR GENERAL1 9

CONCLUSIONCONCLUSION THAT THE JOINT PETITIONERS HAVE FAICONCLUSION THAT THE JOINT PETITIONERS HAVE FAILCONCLUSION THAT THE JOINT PETITIONERS HAVE FAILED TO2 0

MEETMEET BOTH THE POSITIVE BENEMEET BOTH THE POSITIVE BENEFIMEET BOTH THE POSITIVE BENEFITS AND THE NO HARM2 1

STANDARDS?2 2

A. No,No, itNo, it did not. The JointNo, it did not. The Joint Applicants still have not quantified any savings or costs to2 3

NewNew Jersey ratepayers that will result fromNew Jersey ratepayers that will result from the merger.  Nor have they providedNew Jersey ratepayers that will result from the merger.  Nor have they provided even2 4
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aa rough outline showing how benefits toa rough outline showing how benefits to New Jerseya rough outline showing how benefits to New Jersey ratepayers can be achieved, or,1

alternatively,alternatively, how the companies intend to insulatealternatively, how the companies intend to insulate New Jersey ratepayers from harm2

thatthat maythat may result from the merger.  The only evidence that has been presented thus far3

byby the Joint Petitioners is that projected merger costs will exceed mergby the Joint Petitioners is that projected merger costs will exceed merger savingsby the Joint Petitioners is that projected merger costs will exceed merger savings.4

ThisThis was the conclThis was the conclusion tThis was the conclusion that I reached in my Direct Testimony (page 32).  Mr.5

Wathen �sWathen �s Rebuttal Testimony, page 7,Wathen �s Rebuttal Testimony, page 7, supports the same conclusion, at leastWathen �s Rebuttal Testimony, page 7, supports the same conclusion, at least for the6

nextnext couple of years.  The Joint Petitioners have madenext couple of years.  The Joint Petitioners have made no showing that the proposed7

mergermerger meemerger meetmerger meets either the positive benefits or the no harm standards with respect to8

New Jersey ratepayers.9

1 0

Q. ININ HIS REBUTTAL TESTIMONY AT PAGE 2, MR. SHAW STATES:  � .IN HIS REBUTTAL TESTIMONY AT PAGE 2, MR. SHAW STATES:  � ...IN HIS REBUTTAL TESTIMONY AT PAGE 2, MR. SHAW STATES:  � ...I1 1

CANCAN CATEGORCAN CATEGORICALLCAN CATEGORICALLY STATE THAT THERE ARE NO CHANGES1 2

TAKINGTAKING PLACE AS A RESULT OF THE MERGER WHICH WTAKING PLACE AS A RESULT OF THE MERGER WHICH WOTAKING PLACE AS A RESULT OF THE MERGER WHICH WOULD1 3

BRINGBRING ABOUBRING ABOUTBRING ABOUT BRING ABOUT ANYBRING ABOUT ANY BRING ABOUT ANY ALLEGEDBRING ABOUT ANY ALLEGED BRING ABOUT ANY ALLEGED  � HARM � .BRING ABOUT ANY ALLEGED  � HARM � .  BRING ABOUT ANY ALLEGED  � HARM � .  THUS,BRING ABOUT ANY ALLEGED  � HARM � .  THUS, BRING ABOUT ANY ALLEGED  � HARM � .  THUS, THEBRING ABOUT ANY ALLEGED  � HARM � .  THUS, THE BRING ABOUT ANY ALLEGED  � HARM � .  THUS, THE FOUNDATIONBRING ABOUT ANY ALLEGED  � HARM � .  THUS, THE FOUNDATION FOR1 4

MUCHMUCH OF THEIR RECOMMENDATIONS DOESMUCH OF THEIR RECOMMENDATIONS DOES NOT EXIST. � MUCH OF THEIR RECOMMENDATIONS DOES NOT EXIST. �   PLEASE1 5

RESPOND.1 6

A. CategoricalCategorical statements such as this are of little value when, as here, they are not1 7

supportedsupported by quantitative and qualitative evidence.  Thesupported by quantitative and qualitative evidence.  The only evidence thatsupported by quantitative and qualitative evidence.  The only evidence that has been1 8

providedprovided thus far is that company-wide, near-term merger relatedprovided thus far is that company-wide, near-term merger related costs will exceed1 9

expectedexpected near-term savings.  There has beenexpected near-term savings.  There has been absolutely no showing ofexpected near-term savings.  There has been absolutely no showing of long-term net2 0

savings.  Moreover, the Joint Petitionerssavings.  Moreover, the Joint Petitioners have notsavings.  Moreover, the Joint Petitioners have not shown how merger-related costs2 1

will will be allocated to Atlantic City Electricwill be allocated to Atlantic City Electric Company and its Newwill be allocated to Atlantic City Electric Company and its New Jersey ratepayers.2 2

NorNor haveNor have the Joint Petitioners shown how New Jersey ratepayers willNor have the Joint Petitioners shown how New Jersey ratepayers will share merger2 3

relatedrelated benefits.  Thus, Mr. Shaw �s categorical statement lacks substance and should2 4

bebe accorded no weight.  It also cobe accorded no weight.  It also contrbe accorded no weight.  It also contradicts the evidence that the Joint Petitioners2 5
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themselvesthemselves havethemselves have presented in this case.  It isthemselves have presented in this case.  It is precisely because the Joint Petitioners1

havehave failedhave failed to meet either the no harm or the positive benefitshave failed to meet either the no harm or the positive benefits standards that a proper2

foundationfoundation has been formedfoundation has been formed tofoundation has been formed to support the Ratepayer Advocate �s recommendations3

in this proceeding.4

5

Q. REFERRINGREFERRING TO MR. WATHEN � S REBUTTAL TESTIMONY,REFERRING TO MR. WATHEN �S REBUTTAL TESTIMONY, ONREFERRING TO MR. WATHEN � S REBUTTAL TESTIMONY, ON PAGE 76

THETHE WITNESS STATES:  � CONECTIV WILL SEEK THE WITNESS STATES:  � CONECTIV WILL SEEK TO RETHE WITNESS STATES:  � CONECTIV WILL SEEK TO REFLECT THE7

COSTSCOSTS OF ACHIEVING THE MCOSTS OF ACHIEVING THE MERGCOSTS OF ACHIEVING THE MERGER IN FUTURE RATES ONLY IF8

ANDAND TO THE EXTENT THE COMPAND TO THE EXTENT THE COMPANAND TO THE EXTENT THE COMPANY CAN DEMONSTRATE THAT9

SUCHSUCH COSTSSUCH COSTS ARE OFFSET BY SAVINGS REALIZEDSUCH COSTS ARE OFFSET BY SAVINGS REALIZED AS A RESULT OF1 0

THE MERGER. �   PLEASE COMMENT.1 1

A. ThisThis statement contradicts the statement Mr.This statement contradicts the statement Mr. Wathen makes on the precedingThis statement contradicts the statement Mr. Wathen makes on the preceding page1 2

ofof his Rebuttalof his Rebuttal Testimony.  Onof his Rebuttal Testimony.  On page 6 of his Rebuttal Testimony, Mr. Wathen states:1 3

 � Conectiv, �Conectiv, as the party �Conectiv, as the party whose net assets are �Conectiv, as the party whose net assets are being acquired, has no basis for1 4
deferringdeferring its Merger [related]deferring its Merger [related] costs.  Thus, all costs incurred bydeferring its Merger [related] costs.  Thus, all costs incurred by Conectiv will1 5
be immediately expensed. �1 6

1 7
ToTo the extent that Conectiv and Atlantic City Electric ComTo the extent that Conectiv and Atlantic City Electric CompTo the extent that Conectiv and Atlantic City Electric Company are immediately1 8

expensingexpensing all mergerexpensing all merger related costs asexpensing all merger related costs as Mr. Wathen claims, there is no legitimate basis1 9

forfor considering these same costs ofor considering these same costs of achievfor considering these same costs of achieving the merger in future rates.  Merger2 0

relatedrelated costs that Conectiv is expensing now will be chargedrelated costs that Conectiv is expensing now will be charged againstrelated costs that Conectiv is expensing now will be charged against current earnings.2 1

OnceOnce expensed, these costs will not impact Conectiv �s future earOnce expensed, these costs will not impact Conectiv �s future earnOnce expensed, these costs will not impact Conectiv �s future earnings and they2 2

shouldshould should not should not impact prospective rates.   Mr. Wathen, himself, acknowledges in the2 3

passagepassage ofpassage of his testimony quotedpassage of his testimony quoted above there is no basis for deferring these costs.  To2 4

recognize these non-recurring costs in future rates is improper.2 5

2 6
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1I/M/OI/M/O the Petition I/M/O the Petition of CI/M/O the Petition of Consumers New Jersey Water Company and Philadelphia Suburban
CorporationCorporation for Approval of a Change in Ownership and Control, BPU Docket, BPU Docket No. WM9808706, January
14,14, 1999;  I/M/O the Joint Petition of United Water Resources, Inc. and GWC Corporation for Approval of
thethe Acquisition by United Water Resources, Inc. of GWC Corporationthe Acquisition by United Water Resources, Inc. of GWC Corporation Stock Pursuantthe Acquisition by United Water Resources, Inc. of GWC Corporation Stock Pursuant to the Merger of GWC
CorporationCorporation into United Water Resources, Inc.,, BPU Docket No. WM93110513, March 30,, BPU Docket No. WM93110513, March 30, 1994; I/M/O the
JointJoint Petition of Lyonnaise American Holding, Inc. and United Water Resources, Inc. forJoint Petition of Lyonnaise American Holding, Inc. and United Water Resources, Inc. for ApprovaJoint Petition of Lyonnaise American Holding, Inc. and United Water Resources, Inc. for Approval for a
ChangeChange inChange in Ownership and ControlChange in Ownership and Control of the New Jersey Operating Facilities, BPU Docket No. WM99110853,
JulyJuly 6, 2000; I/M/O the Joint Petition of E �Town Corporation and Certain SubsidI/M/O the Joint Petition of E �Town Corporation and Certain Subsidiaries of E �TI/M/O the Joint Petition of E �Town Corporation and Certain Subsidiaries of E �Town and
Thames Water Holdings Incorporated for Approval of a Change inThames Water Holdings Incorporated for Approval of a Change in Control ofThames Water Holdings Incorporated for Approval of a Change in Control of New Jersey Public Utilities
ControlledControlled and Owned by E �Town Corporation, BPU Docket No. WM99120923, October 10, 2000; and
I/M/OI/M/O the Joint Petition of FirstEnergy CorpI/M/O the Joint Petition of FirstEnergy Corp. and JerseI/M/O the Joint Petition of FirstEnergy Corp. and Jersey Central Power & Light Company, d/b/a GPU
Energy,Energy, for Approval of a Change in Ownership and Acquisition of Control of a New Jersey Public Utility
and Other Relief, Settlement Agreement, BPU Docket No. EM00110870, August 24, 2001.

Moreover,Moreover, the Board has on several Moreover, the Board has on several occasionsMoreover, the Board has on several occasions Moreover, the Board has on several occasions deniedMoreover, the Board has on several occasions denied Moreover, the Board has on several occasions denied raMoreover, the Board has on several occasions denied rate recovery for merger-related1

transaction costs.1 2

3

Q. MR.MR. WATHEN MR. WATHEN ALSOMR. WATHEN ALSO MR. WATHEN ALSO MMR. WATHEN ALSO MAKES THE FOLLOWING STATEMENT AT PAGE4

77 OF HIS REBUTTAL7 OF HIS REBUTTAL TESTIMONY:7 OF HIS REBUTTAL TESTIMONY:  � THE COMPANIES HAVE NOT, AT5

THISTHIS TIME, THIS TIME, DETERMINEDTHIS TIME, DETERMINED THIS TIME, DETERMINED PRECISELYTHIS TIME, DETERMINED PRECISELY THIS TIME, DETERMINED PRECISELY HOWTHIS TIME, DETERMINED PRECISELY HOW THIS TIME, DETERMINED PRECISELY HOW SUCHTHIS TIME, DETERMINED PRECISELY HOW SUCH THIS TIME, DETERMINED PRECISELY HOW SUCH METHIS TIME, DETERMINED PRECISELY HOW SUCH MERGER SAVINGS6

WILLWILL BE IDENTIFIWILL BE IDENTIFIEDWILL BE IDENTIFIED AND MEASURED, BECAUSE IT IS NOT7

NECESSARYNECESSARY TO MAKE THIS DETERMINATION AT TNECESSARY TO MAKE THIS DETERMINATION AT THIS TINECESSARY TO MAKE THIS DETERMINATION AT THIS TIME. �   DO8

YOU AGREE?9

A. AbsolutelyAbsolutely not.  Without a careful assessment of merger costs and beneAbsolutely not.  Without a careful assessment of merger costs and benefitsAbsolutely not.  Without a careful assessment of merger costs and benefits in this1 0

proceedingproceeding the Board cannot reasonably conclude the merger is inproceeding the Board cannot reasonably conclude the merger is in theproceeding the Board cannot reasonably conclude the merger is in the public interest.1 1

Consider,Consider, for example, aConsider, for example, a situation where the Board followed what Mr.Consider, for example, a situation where the Board followed what Mr. Wathen seems1 2

toto be suggesting and ignored any considerationto be suggesting and ignored any consideration of to be suggesting and ignored any consideration of merger savings and costs until1 3

after a mergerafter a merger had been  approved.  Also assumeafter a merger had been  approved.  Also assume that the utility was later unable to1 4

showshow benefits to ratepayers, but that thshow benefits to ratepayers, but that there were sushow benefits to ratepayers, but that there were substantial costs incurred in the1 5

merger.merger.  In sumerger.  In suchmerger.  In such a situation, the Board would be left in an untenable position.1 6
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Obviously,Obviously, the Board could deny recovery of merger related costs in that instance.1

But,But, cost disallowance alone probably would notBut, cost disallowance alone probably would not rectify the harm caused by aBut, cost disallowance alone probably would not rectify the harm caused by a merger2

thatthat should have never taken place in the first ithat should have never taken place in the first instathat should have never taken place in the first instance.  The Board would have a3

difficult,difficult, ifdifficult, if not impossible, time several years down the road unravelingdifficult, if not impossible, time several years down the road unraveling the adverse4

effecteffectseffects of a merger effects of a merger that was contrary to the public interest from its inception.  The5

BoardBoard cannot wait several yearsBoard cannot wait several years, aBoard cannot wait several years, as Mr. Wathen suggests, to learn what types of6

benefitsbenefits can be expected and how muchbenefits can be expected and how much it will cost to achieve those benefits.  In my7

example,example, the harm that would result to ratepayers,example, the harm that would result to ratepayers, to employees, andexample, the harm that would result to ratepayers, to employees, and to the general8

public would be beyond the Board �s ability to effectively remedy.9

1 0

WhereWhere Mr. Wathen and I may agree is thatWhere Mr. Wathen and I may agree is that it isWhere Mr. Wathen and I may agree is that it is premature to assume that any merger1 1

relatrelatedrelated costsrelated costs would ever be recoverable in rates.  I agree with Mr. Wathen that1 2

mergermerger benefits should be shown to exceed tranmerger benefits should be shown to exceed transitionmerger benefits should be shown to exceed transition costs before such costs are1 3

consideredconsidered in rates.  However, in addition to showingconsidered in rates.  However, in addition to showing a positive netconsidered in rates.  However, in addition to showing a positive net benefit, Atlantic1 4

CityCity Electric should be required to prove  the City Electric should be required to prove  the transiCity Electric should be required to prove  the transition costs incurred were1 5

necessary,necessary, prudent and reasonable.   None of these showings havenecessary, prudent and reasonable.   None of these showings have been made innecessary, prudent and reasonable.   None of these showings have been made in this1 6

proceeding.1 7

1 8

Q. REFERRINGREFERRING TO MR. HASBROUCKREFERRING TO MR. HASBROUCK �S REREFERRING TO MR. HASBROUCK �S REBUTTAL TESTIMONY ON1 9

PAGEPAGE 5,  THEPAGE 5,  THE WITNESSPAGE 5,  THE WITNESS DISAGREES WITH YOUR STATEMENT THAT2 0

ACEACE COULD HAVE OFFERED SERVICE GUARANTEES ABSEACE COULD HAVE OFFERED SERVICE GUARANTEES ABSENT THACE COULD HAVE OFFERED SERVICE GUARANTEES ABSENT THE2 1

MERGER.  PLEASE COMMENT.2 2

A. DespiteDespite his disagreement wDespite his disagreement with my Despite his disagreement with my statement,  Mr. HasBrouck nevertheless fails to2 3

proveprove thatprove that ACE could not have offered service guaranteesprove that ACE could not have offered service guarantees absent the merger.  I quite2 4

agreeagree with Mr. HasBrouck that service quality guarantees are reasonably considered2 5
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wherewhere there is a significant change or uncertainty.  The relevant change to consider1

inin this regard, however, is not the proposed merger.  The relevant change to consider2

isis the underlying change in theis the underlying change in the electric utility industry being broughtis the underlying change in the electric utility industry being brought about through3

thethe introduction of competition.  Emerging competition in the utility industry is4

causingcausing increase pressure on utilities to cut causing increase pressure on utilities to cut cocausing increase pressure on utilities to cut costs.  Without proper control the5

increasedincreased pressuincreased pressure to cuincreased pressure to cut costs may result in deterioration of service quality.  That6

pressure existed for Atlantic City Electric beforepressure existed for Atlantic City Electric before Conectiv �spressure existed for Atlantic City Electric before Conectiv �s proposed merger with7

Pepco.Pepco.  In this sense, it Pepco.  In this sense, it waPepco.  In this sense, it was the competitive pressure that caused Atlantic City8

ElectricElectric tElectric to offer Electric to offer service guarantees, not the merger itself.  The proposed merger is9

justjust one more way in which Atlantic City Electric and Conectiv are addressing the1 0

increasingincreasing pressures causedincreasing pressures caused by the introduction of competition in theincreasing pressures caused by the introduction of competition in the utility industry.1 1

1 2

1 3

Q. DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?1 4

A. Yes, it does.1 5


